This paper analyses two main issues: the determinants of the top-executives compensation of the CAC40s' listed firms and the impact of the equity-based compensation on the firm market and accounting performance. Our results show that stock-options grant for CAC40s' top-executives are uncorrelated with its determinants and have no impact on the firm performance over the period of analysis. These results support the theoretical approach of the managerial power and entrenchment.
associated positively to future earnings. Indeed, an increase of one dollar in the value of stock options results in an increase in earnings of 3.82 dollars. analyse the impact of top-executives stock-options ownership on the accounting and stock market performance for 205 large American companies. The accounting performance is measured by asset returns, while the stock market performance is measured by stock returns. As a first step, the authors consider the compensation level and the board composition of directors which enable them to judge the quality of corporate governance. Their main result suggests that poor governance system (high level of pay and poor director board composition) is usually associated with bad accounting and stock market performance.
Hypothesis and empirical methodology
From a theoretical view, the present paper is based on a comparison between two conflicting approaches in the field of managerial compensation: the optimal contract approach (OCA) and the managerial power approach (MPA) (Note 4). The first approach (OCA) assumes that managerial compensation is set in an optimal way. It is a confirmation of the agency theory assumptions which assert that top-executives must be paid in an optimal way in order to align their interests with those of shareholders. Empirically, many authors consider that their results validate the agency theory hypotheses. For example, Demsetz and Lehn (1985) , Core and Guay (1999) and Himmelberg et al. (1999) state that pay contracts are optimal. Thus, the level of capital and stock-options ownership by top-managers is value-maximizing for their companies. On the contrary, the managerial power approach considers that there is no significant relationship between pay and performance. According to this approach, executive compensation is not the result of an optimal incentive contract but rather from a managerial power. Indeed, with a decision-making authority and an important informational advantage, top-executives are beyond the control of shareholders. They dominate the board of directors and its committees. This fact justifies a high level of compensation which is unrelated to the performance of their companies. Jenter (2001) , Meulbroek (2001) , Hall and Murphy (2002) , Lambert and Larcker (2004) and Bebchuk and Fried (2003) are among the authors who consider stock-options as inefficient. In empirical terms, we aim to test these two approaches on the CAC 40 top-executives. We consider the null hypothesis that no relationship between performance and option grants. This means that under the null hypothesis compensation is the result of managerial power. The alternative hypothesis states that this managerial compensation is motivated by an optimal incentive contract. Before explaining our hypothesis, we present our empirical methodology. Following Mehran (1995) , and Hanlon et al. (2003) , the empirical methodology used in this paper is conducted in two stages. In the first stage, we regress compensation variables on different determinants of executives pay considered by the theoretical and empirical literature. The model to be tested in the first step has the following general form: The null hypothesis is true if compensation and performance are uncorrelated or negatively correlated whereas the alternative is supported in the opposite case i.e if the performance is positive and significant. We use panel data to estimate the two models in order to strengthen the power of our tests. This choice is justified by the small size of our sample. We do not use firms fixed effects although they allow companies to control unobserved heterogeneity. Indeed, Zhou (2001) suggests that controlling companies fixed effects reduces considerably the power of tests to detect compensation impact on performance. Zhou (2001) argues that compensation varies considerably from one company to another (cross-section changes) but remains low in the same company.
Data description and variables discussion

Data description
Our data concerns 34 companies listed on the French stock-exchange major index CAC 40 for the period from 1998 to 2005. The small size of the sample is justified by the availability of stock-options data concerning companies of the CAC40 index. Two sources were used to collect our data: companies' annual reports and Datastream database. Based on the annual reports, we manually collected data on top-executives and employees compensation. This data concern the fixed and variable compensations as well as options grants. Annual reports were used also to get data on turnover and number of stock-options' recipients. The price to book ratio, the debt level, the stock price return, the asset returns, the equity returns and the dividend distribution rate were collected from Datastream. However, six companies have been excluded from the CAC40 listed companies because of the lack of information on their executive compensation. The final sample is composed of 34 companies. Descriptive statistics are summarized in Table 1 . The three stock-options variables are expressed in percentage of issued capital. They concern the number of stock-options granted to the chief executive officers (CEOs) (variable: OGC), the first 10 top-executives (variable: OGE) and finally to all employees of the company (variable: OGA). Regarding the fixed compensation (FIX) and the variable compensation (VAR), the two variables were measured in terms of growth rates. Performance variables namely stock market return (RSM), return on assets (ROA) and return on equity (ROE) and the dividend distribution variable (DIV) are expressed as a percentage. In order to control some determinants of pay and performance, we use some control variables as the logarithm of sales (controlling the size, SIZE), debt (controlling the financial risk, DEBT), price to book ratio (controlling the growth opportunities of the company, PBV) and the logarithm of the total number of stock-options recipients (controlling the quality of governance within the company, REC). <Insert The variable measuring the options granted to the first ten top-executives is included to reflect the fact that the CEO is not the only part to make strategic decisions in the company. Finally, the total options granted to all employees reflect the company general policy of granting stock-options plans. The second category concerns the fixed (salary and bonus) and variable (but not linked to the stock-price) compensations of the CEO set annually by the compensation committee of the board of directors. They are expressed as a growth rate. The fixed compensation is composed of the net salary and bonuses paid to the CEO. The pay variable depends on some goals which are often measures of financial performance or personal goals. In the recent literature, this classic remuneration (fixed and variable) is not taken into account in the models since several authors have concluded that it has no relationship with firm performance. Our choice to include these variables is due to the fact that in France this compensation is still an important part of CEO executive pay.
Performance variables
In this study, we use the performance measures widely adopted by the literature: stock market return, asset return and equity return. The stock market return is the performance's measure the most associated to managerial "equity-based" compensation, including stock-options (see Joskow and Rose, 1994 , Hall and Liebman, 1998 for more details). However, some authors suggest that accounting performance measures are so important in determining the managerial compensation level. Paul (1992) , for example, considers that accounting returns provide the board of directors with information on shareholder value created by top-executives. In order to be consistent with the previous literature, we consider two measures of accounting performance namely the asset returns (operating income / total economic assets) and the equity returns (net income / total equity). Finally, we introduce a variable measuring the growth rate of dividend distribution. We introduce this variable in our model to assess whether the granting of stock options has an effect on dividend distribution policy within the company (see Lambert et al., 1989 and Fenn and Liang, 2001 ). We hypothesize inverse relationship between stock options and dividend payments. We assume that the payment of a dividend will result in a decrease in the stock price. Since executive stock option plans generally are not "dividend protected" and there is a very high probability that the option will finish in the money, the payment of dividends will result in a decrease in the value of the executive's stock options. This suggests that managers have an incentive to reduce dividends in order to increase the expected value of their stock options. 4.2.3 Control variables Some variables are included in our model to control for the firm size, the growth opportunities, the financial risk and the corporate governance quality. They are assumed to control potential effects on performance and compensation. The size of the firm is measured by the logarithm of sales. The role of firm size in affecting managerial compensation is widely studied in the literature (see, for example, Baker and Hall, 1998) . It is often seen as a major determinant of executive pay and can affect performance in two different ways (see Short and Keasey, 1999) . First, big companies will have greater opportunities to generate internal funds and access to external financing sources allowing them to undertake more projects and therefore generating profits. Second, the economies of scale allow big companies to set entry barriers and benefit from higher performance.
In order to measure the firm growth opportunities and as many authors suggest, we use the variable price to book value (as measured by the ratio: stock price / book value of shares). Note that this variable is also used as a measure of performance (Mehran, 1995 and Guay, 1999) . However, following the work of Berdot et al. (2006) , we consider the price to book ratio as a growth indicator. The variable debt (measured by the ratio: debt / total assets) is included to control several factors. First, to measure the creditors' influence on company management and performance (Stiglitz, 1985) . Then, as Grossman and Hart (1982) and Jensen (1986) suggest, the debt can be used by managers in order to report their commitment to generate cash flows that allow to refund these debts. Thus, the debt becomes a source of resolving conflicts of interest between managers and shareholders by reducing managerial discretion. In order to control the quality of corporate governance, we use a variable measuring the number of stock options' recipients in the company. The previous literature has often used the number of independent or external directors in the board as controlling governance efficiency (see . However, recent financial scandals have shown that these independent or external directors can not guarantee a good corporate governance quality. To overcome this disadvantage, we use a direct measure that reflects a notion of fairness within a company when granting stock options. We assume that the greater is the number of stock options' recipients, the most important the company's board of directors is seen as "fair" which reflects a good quality of governance (Note 5).
Empirical results
In this section we present the main outputs of our models and their respective interpretations. are the three dependent variables used, sparately, in three different regressions. <Insert Table 2>  Table 2 reports estimation results. The t-statistics are reported between brackets. The first regression results regarding CEO compensation show that the variable OGC has no statistically significant relationship with stock market and asset returns, respectively. The coefficient related to governance is negative and statistically significant. The relationship between CEO compensation and firm size is negative, which is unexpected regarding our assumption (Note 6). There is also a positive significant relationship between the percentage of stock options granted to the CEO and the financial risk as well as growth opportunities. The conclusion of these results is that stock-options granted to CEO are negatively correlated with the firm performance and the firm size which supports the null hypothesis of a significant relationship based on the managerial power approach assumptions. The same conclusion holds for the 10 top-executives recipients of stock-options (OGE variable). These managers have an important decision-making power. But their stock options appear to be motivated by considerations other than firm performance. In addition, the sign of control variable coefficients are opposite to those suggested by the literature except in the case of financial risk. The sign of the coefficient of the variable measuring the impact of the governance quality is negative. This suggests that a poor governance system within the company is synonymous of more options attributed to key executives. This conclusion is in line with the hypothesis of managerial power. Finally, when the dependent variable is the stock-options granted to all employees, the results show a positive and meaningful relationship with the stock market returns. This result is unexpected to the extent that employees do not have an important influence on market price. However, by testing the relationship between stock-options granted to employees and firm performance, conclude that a significant and positive relationship can be detected. It should be noted that the coefficient of the variable LNOB is positive and statistically significant. This result is interesting. It means that when the company governance system is good, it assigns more stock-options to all employees. In light of the results in Table 2 , we conclude that stock-options granting to the CAC40 top-executives, do not result from the performance or other determinants of the managerial compensation. In addition, it shows that poor corporate governance leads to more stock-options granting to the top-executives. Our results suggest that stock options granted to the CAC40 top-managers result from a power exerced by the latters on the board of directors. The absence of a relationship between pay and its determinants is not probably synonymous to managerial power within the company. Joskow and Rose (1994) and Hall (1998) consider that current compensation is more dependent on its past determinants. We test their finding by considering the following regression : Table 3 groups the results of these regressions. T-statistics show that five over six coefficients related to the performance variables in the three regressions are not significant. Considering the other determinants of compensation, almost all coefficients are either negative or non significant. This result shows that the current stock-options granting to the CEOs is motivated by considerations other than those suggested by the optimal contract approach. This is true for the CEOs, the 10 top-executives, as well as for all employees. The results show that a poor quality of corporate governance allows more stock-options granting for top-executives (the coefficients are negative and statistically significant). The stock market and the economic performance effects are not significant. <Insert Table 3> In order to conduct a comparative analysis between stock-options and salary (fixed and variable pay), we consider further dependent variables: the fixed salary growth and the variable salary growth. The two regressions have the following form: Table 4 . They show a total independence between fixed and variable compensation on the one hand and control variables on the other hand. Excluding coefficient of the stock market returns in the second regression, all the other factors are not statistically significant. <Insert Table 4> As we did in the case of stock-option grants, we regress fixed and variable pay on lagged determinant variables. The regression is as follows: Table 5 shows the results of the two regressions. The fixed pay of one year is statistically independent from the compensation determinants of the previous year. Concerning the pay variable, the coefficients are statistically significant except for the asset return variable. However, in the case of the size, growth opportunities and financial risk series, the coefficients have an unusual signs from the point of view of the OCA. The stock market return and the governance quality have a positive impact on the variable pay. <Insert Table 5> To conclude, the overall results for the fixed and variable pay confirm what has been found in the case of stock-option grants. The CAC40 CEOs and top-executives compensation seems to be unrelated to the performance of their companies. Thus, managerial power seems to be the source of the CAC40 top management compensation. Table 6 presents the results of the compensation effect on various measures of performance. We use the following regression : Results show that firm performance is independent of executive compensation. Indeed, the majority of the coefficients are statistically not significant or of an unexpected sign. Moreover, fixed and variable salaries are independent of the different performance measures and the dividend distribution. Regarding stock-options, we find that for CEOs and the 10 key executives, the coefficients are not significant or have a negative sign. <Insert Table 6> The most relevant conclusion can be drawn from the last regression of dividend distribution. Results show that stock-options granted to the CEOs and the 10 top-executives have a positive and statistically significant relationship with the distributed dividend growth rate. This result is in contrast with the finding of Lambert et al. (1989) who suggest that stock options grant reduces the level of dividend distributed to shareholder relative to the expected level of dividend without options grant. This can be explained by the fact that stock options grant may not affect the manager's choice of corporate dividend policy immediately. It seems important to look for these changes over a relatively long period of time. In table 7, we report the results of the regression including lagged independent variables. The regression is of the following form:
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Firm performance
This regression does not present further evidence. The stock-options granted to top-managers and to all employees have no effect on the company future performance. This is also the case for fixed and variable pay. The majority of the other variables do not have a statistically significant relationship with performance measures and with dividends distribution. <Insert Table 7> Our results show that the granting of stock-options to the top-managers of the CAC 40 is in line with the managerial power approach rather than with the optimal contract one.
Conclusion
In this paper we tested the relationship between stock options grant and firm performance. Regarding the causality relationship between pay and performance, the empirical study was conducted in two stages. In the first stage, we regress the stock-options compensation on its determinants namely performance, opportunity growth, size, financial risk and governance. In the second stage, we tested the hypothesis that the stock-options granted to top-executives will improve the stock market and accounting performance.
Our empirical results show that executive compensation on the CAC 40 is not justified from the point of view of the agency theory. We do not find any empirical support for the optimal incentive contract approach. However, our results were consistent with the assumptions of the managerial power approach. We show that the top-executives compensation of the major French companies listed on the CAC 40 is not the result of its usual determinants, particularly the performance. Additionally, stock-options granted to top-executives are not synonymous of shareholder value creation. The result seems to be surprising from the agency theory point of view. One possible explanation for the lack of a relationship between pay and performance as part of a system of governance is the existence of a high degree of managerial entrenchment and power. This area is left for further research.
of directors. In order to benefit from a high number of stock-options it is more attractive to the managers that the number of beneficiaries being as low as possible. Note 5. Abowd and Kaplan (1999) , and Bebchuk and al. (2002) . Note 6. See paragraph 2 of sub-section 4.2.3. 
